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Canadian Realty Investors 


Canadian Realty Investors is an unincorporated real 
estate investment trust created under the laws of the 
Province of Ontario. The assets of the Trust are 
owned by the holders of its over 3,000,000 out- 
standing units, which are listed for trading on The 
Toronto Stock Exchange and the Montreal Stock 
Exchange. 


The objective of the Trust is to provide its unit- 
holders, in effect, with direct ownership of part of a 
professionally managed portfolio of diversified mort- 
gages and real estate holdings, the income from 
which, to the extent it is distributed to the unithol- 
ders, is not subject to tax in the hands of the Trust. 
Unitholders may easily purchase and sell their 
investment in the portfolio of the Trust because the 
units are publicly traded. 


The Trust is permitted to borrow funds in addition to 
the funds subscribed by its unitholders. Within the 
limits dictated by government regulations and good 
management practices, the Trust borrows funds for 
investment in mortgages that provide a return which 
exceeds the cost of the borrowed funds. The scope 
of the investment and borrowing activities of the 
Trust is limited by law and by policy guidelines estab- 
lished by certain governmental authorities. Within 
those limits, investment and borrowing policies and 
decisions are made by the Trustees at regular 
meetings. 


Financial Highlights 


As of December 31, 


1977 
New Investment Commitments $30,383,346 
Loans Funded at Year End 84,155,445 
Total Revenue 7,827,564 
Total Expenses 3,512,972 
Interest on Participating Subordinated Note 1,979,309 
Net Income 2,335,283 
Basic Net Income per Trust Unit $.774 
Fully Diluted Net Income per Trust Unit $.708 
Distributions Declared per Trust Unit $.746 


1976 


$14,882,216 
76,743,037 
8,354,087 
4,488,583 
1,811,361 
2,054,143 
$.682 

9.625 

$.677 
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Chairman’s Letter 


1977 was a year of positive change for your Trust as 
described below. Despite the heavy time demands 
made on management relative to the noted changes 
and a year of somewhat unsettled economic condi- 
tions, the Trust turned in a satisfactory performance 
with a 7.5% growth in assets and a 13.7% increase in 
net income. 


Sponsorship of the Trust 


Having completed the acquisition of Canreit 
Advisory Corporation from Canada Permanent Trust 
Company and Heitman Financial Services Ltd., The 
Metropolitan Trust Company is now the sole sponsor 
of the Trust. Metro Trust has built a solid reputation 
over the past several years in the areas of mortgage 
lending and real estate investment and this expertise 
will now be available to the Trust. 


On March 17, 1978, reflecting confidence in the 
future of the Trust, the Adviser made a tender offer to 
acquire 547,000 units of the Trust at a price of 
$8.30. Assuming the offer is successful, the Adviser 
will own 734,050 units of the Trust, representing 
about 24.3% of the outstanding units. 


During the year, the names of the Trust and its asso- 
ciated companies were changed to reflect more 
clearly the nature of their operations. Additionally, 
the Adviser has broadened substantially its manage- 
ment capability through the addition of senior execu- 
tives with considerable experience in Canadian 
finance and mortgage markets. 


It is appropriate at this juncture to acknowledge the 
contribution the Heitman people made to real estate 
finance in Canada and that the Trust owes its exist- 
ence to their entrepreneurial abilities. 


Trustees 


Concurrent with the change in sponsorship, a num- 
ber of Trustees resigned from the Board. | would like 
to take this opportunity to thank Norman Perlmutter, 
Miles Berger, Herbert Kuehnle, Lester Rosenberg, 
Austin Fricker, Raphael Bernstein and Ralph 
Quartano for their service and contribution to the 
Trust. Lloyd B. Will and Harry L. Knutson have been 
elected Trustees as well as Treasurer and President, 
respectively. The Trust is fortunate in having a dedi- 
cated Board of Trustees and | wish to acknowledge 
their very real assistance during this past year. 


Investment Policy 


The Trustees pursued an expansionary investment 
policy during 1977 and plans call for a further 
increase in assets during 1978. The Trust is empha- 
sizing mortgage loan investments secured by existing 
revenue-producing real estate, while placing less 
emphasis on construction loans and land financing. 
Also, a plan to alter the mix of investments is being 
pursued in order to produce a higher gross yield on 
the overall portfolio. 


Mortgage Loans Receivable 


Approximately 98% of the mortgage investments of — 
the Trust are in long term and intermediate term first 
mortgages secured by completed real estate with 
proven cash flow capabilities. The Trust has two 
loans on which it has ceased accruing interest. 
Action has been taken to recover the Trust’s ) 
investment aggregating some $1,600,000, which rep- 
resents less than 1.8% of the assets of the Trust, and 
no loss of principal or interest is expected. All other 
loans are operating within policy guidelines. 


Financing 


During 1977, the Trust continued to take advantage 
of the attractive rates obtainable in the commercial 
paper market, backed up by its bank lines of credit, 
to finance its operations. At the end of 1977, the 
Trust had unused bank lines of $55,000,000 against 
an unfunded loan portion of $21,508,000. During 
1977, the Trust altered its commercial banking group 
by substituting a Canadian bank for a United States 
bank thereby eliminating the cost of maintaining siz- 
able compensating balances. It is planned to aug- 
ment existing sources of financing during 1978 
through the issuance of senior debentures. As well, 
other avenues of financing future asset growth are 
being explored. At a meeting held on March 15, 
1978, the holders of the 1973 Series Subordinated 
Debentures approved the elimination of the partici- 
pating feature in return for a fixed coupon of 8% and 
a reduction in the term from December 31, 1992 to 
December 31, 1984. The restructuring of this deben- 
ture issue has significant benefits for both the deben- 
ture holder and the unit holder. The Trust’s 


investment advisers believe the new Subordinated 
Debenture will sell at a higher price in the market 
place because of the higher fixed interest rate and 
the shorter term to maturity. Eliminating the partici- 
pating interest feature from the debentures will 
enhance the net income of the Trust in the future, 
given the plans for growth in terms of assets and 
profits. 


Total Revenue 


Total revenue for 1977 declined to $7,827,564 from 
$8,354,087 in 1976, primarily as a result of the 
maturing of the Trust’s higher yielding construction 
loan portfolio. As the Trust’s portfolio begins to 
expand during 1978 the decline in total revenues 
over the last three years will, of course, reverse. 


Expenses 


Interest expense and fees related to financing 
declined from $3,616,729 to $2,554,269 in 1977. As 
mentioned earlier, the decline results primarily from 
the Trust’s increasing use of commercial paper 
financing in place of more costly bank borrowings. 
During 1977, monthly bank borrowings averaged 
$5,800,000, as opposed to an average of more than 
$27,000,000 during 1976. 


Allowance for Possible Investment Losses 


The Board of Trustees has continued its policy of 
establishing a general allowance for possible 
investment losses. The allowance at year end had 
accumulated to $210,000. 


The Trustees review the investment policy on a regu- 
lar basis and, if necessary, provide additional specific 
loan loss allowances. As at year end it is the opinion 
of the Trustees that such a provision was not 
required. 


Interest and Distributions 


Interest on the subordinated participating note was 
$1,979,309 in 1977, the equivalent of 7.96% com- 
pared with $1,811,361 in 1976, the equivalent of 
7.28%. Net income per Unit for the year was $.774 
compared with $.682 in 1976. Distributions declared 
to our unitholders during 1977 amounted to $.746 
compared to $.677 in 1976. 


Outlook 


The Trust and its associated companies have 
recently emerged from a period of consolidation 
involving a number of changes, not the least being 
the change in sponsorship, the restructuring of the 
capital of the Trust and a significant expansion in the 
size and managerial depth of the Adviser. Your Board 
of Trustees has laid the ground work for solid long 
term growth and profitability and | am optimistic for 
the future. 


T. Stewart Ripley 


Chairman of the Board 
April 5, 1978 


Canreit Advisory Corporation 


Canreit Advisory Corporation is retained, under con- 

tract, to professionally manage the business affairs of 
the Trust. The Adviser’s responsibility falls into three 

primary areas: 


~ 


1. Investment Opportunities: 


The Adviser seeks appropriate investment opportu- 
nities for presentation to the Investment Committee of 
the Trust. 


In pursuing these responsibilities, the Adviser deals 
with developers, mortgage loan brokers and real 
estate brokers. 


The Adviser analyzes and underwrites all investment 
opportunities presented to the Board of Trustees. 


2. Liability Management: 


The Adviser is responsible for arranging all of the 
financing that is required to fund the investment 
opportunities. 


3. Administration: 


The Adviser administers the investment portfolio, pro- 
vides accounting services and manages the day to 
day business affairs of the Trust. 


The Trust pays fees for the services provided by the 
Adviser which, together with most other operating 
expenses of the Trust, do not exceed maximums 
specified in policy guidelines established by govern- 
mental authorities. 


Commitments by Investment Category 


As of December 31, 1977 


Type of Investment 


Amount 
Funded 


Amount 
Committed 


Percentage 
of Portfolio 


Short-Term and Intermediate-Term 

First Mortgage Loans: 

are generally made to enable the owner of completed or 
substantially completed income-producing property to 
defer accepting long-term financing for a project in order to 
secure more favourable long-term mortgage terms at a 
later date. Short-term loans are generally for terms of three 
months to three years, while intermediate-term loans are 
generally for terms of three to seven years and may provide 
for partial amortization of principal during the term. 


$ 64,263,896 60.7 $43,455,896 


Long-Term First Mortgage Loans: 

may have maturities ranging from 7 to 40 years and are 
secured by mortgages on completed income-producing 
properties. Customarily, the outstanding balances of such 
loans are reduced by periodic level payments of blended 
principal and interest. These loans may be insured by gov- 
ernmental agencies. 


38,309,774 36.2 38,309,774 


First Mortgage Development Loans: 

are normally used to finance the acquisition of land and the 
installation and construction thereon of roads, drainage 
and sewage systems, utilities, recreational facilities and 
similar improvements. The term of any development loan 
made or acquired by the Trust will not usually exceed five 
years. 


880,963 8 880,963 


Purchase and Leaseback Financing: 

involves the purchase of income-producing real property 
and the concurrent leasing of such property. Lease terms 
may provide for a basic fixed rental plus additional pay- 
ments based upon other considerations. 


Junior Mortgage Loans: 

are loans which are junior in security to first mortgage 
loans. They usually have higher yields because greater 
risks are involved. 


2,418,812 2.3 L718:812 


Real Estate Equity Investments: 

are investments, either directly in income-producing prop- 
erty or through the purchase of stock or other ownership 
interests in companies or other entities formed to hold a 
particular property. Such investments will normally be sub- 
ject to mortgage liens having priority over the equity inter- 
est of the Trust. Investments of this type may not exceed 
20% of the aggregate book value of all of the Trust’s assets. 


TOTAL 


$105,873,445 100.0 $84 365,445 


Geographic Distribution 


Investments as of December 31, 


1977 1976 


Percent 
Quebec 33.0 
Ontario 
British Columbia 
Alberta 
Saskatchewan 
England Hf 
Newfoundland 


Amount 
$26,501 ,628 
$25,972,918 
$14,644,226 
S 5590/67 
$ 3,502,612 a NEMS Bes NS Few RG 
$ 584,947 8 $ 588,362 
$ 1,290,000 _ $ — 


Percent 
B4:5 


Amount 
$27,870,358 
$29,570,149 
$15,981,098 
$ 5,566,281 


Balance Sheet 


Canadian Realty Investors 


ASSETS 


CASH (Note C) 

MORTGAGE LOANS RECEIVABLE NET OF ALLOWANCE 
FOR POSSIBLE INVESTMENT LOSSES OF $210,000, 
1977 AND $90,000, 1976 (Note D) 

INTEREST RECEIVABLE 

DUE FROM CANREIT ADVISORY CORPORATION 

DEFERRED CHARGES 

ORGANIZATION COSTS 


December 31, 


LIABILITIES 


BANK LOANS (Note E) 

SHORT-TERM INDEBTEDNESS (Note F) 
ACCRUED INTEREST PAYABLE 

ACCOUNTS PAYABLE AND ACCRUED EXPENSES 
DISTRIBUTIONS PAYABLE (Note L) 

REFUNDABLE COMMITMENT FEES 

UNEARNED REVENUE 


1973 PARTICIPATING SUBORDINATED NOTE (Note G) 
UNITHOLDERS’ EQUITY 


TRUST UNITS (3,015,400 outstanding, 
1976—3,011,800) (Notes H, | and J) 
RETAINED INCOME (ACCUMULATED 
DISTRIBUTIONS IN EXCESS OF NET INCOME) (Note N) 


COMMITMENTS (Note D) 


On behalf of the Trustees: 


Harry L. Knutson, Trustee 
William L. Atkinson, Trustee 
Lloyd B. Will, Trustee 


See accompanying notes to financial statements. 


1977 1976 
$ 46,130 $ 1,612,588 
84,155,445 76,743,037 
688,753 640,937 
36,831 _ 
109,043 93,761 
43,353 43,353 
$85,079,555 $79,133,676 
$ — $ 6,775,000 
31,715,780 19,274,773 
468,477 368,772 
137,288 174,963 
589,943 502,945 
90,750 29,000 
95,795 113,607 
33,098,033 27,239,060 
24,846,000 24,882,000 
27,090,675 27,054,675 
44,847 (42,059) 
27,135,522 27,012,616 
$85,079,555 $79,133,676 


Statement of Changes in Bienen) Position 


Canadian Realty Investors 


/ 


SOURCE OF FUNDS: 
From operations: 
Net income for the year 
Add provision for possible investment losses 


Proceeds from short-term indebtedness (net) 
Repayment of principal on mortgage loans (Note D) 


Issuance of Trust Units for Subordinated Debentures exchanged (Note J) 


Less Subordinated Debentures exchanged (Note J) 
Decrease in interest receivable 
Increase in other liabilities 


Year ended December 31, 


TOTAL FUNDS PROVIDED 


APPLICATION OF FUNDS: 
Repayment of bank loans (net) 
Distributions declared (Note M) 
Disbursements of principal on mortgage loans (Note D) 
Increase in interest receivable 
Increase in deferred charges 
Decrease in other liabilities 
Due from Canreit Advisory Corporation 


TOTAL FUNDS APPLIED 


DECREASE IN CASH 
CASH ON HAND AT BEGINNING OF YEAR 


CASH ON HAND AT END OF YEAR 


1977 1976 
$ 2,335,283 $ 2,054,143 
120,000 90,000 
2,455,283 2,144,143 
12,441,007 19,274,773 
884,501 18,667,017 
36,000 1,000 
(36,000) (1,000) 
a 80,588 
192,966 = 
15,973,757 40,166,521 
6,775,000 29,425,000 
2,248,377 2,038,928 
8,416,909 8,763,314 
47,816 = 
15,282 98,248 
~ 243,715 
36,831 = 
17,540,215 40,529,205 
1,566,458 362,684 
1,612,588 RS To eR 
$ 46,130 > 1,612,588 


Statement of Income 
Canadian Realty Investors 


Year ended December 31, 


1977 1976 

REVENUE: 

Interest on mortgage loans $ 7,677,773 $ 8,354,087 

Stand-by fees and other income 149,791 — 

TOTAL REVENUE 7,827,564 8,354,087 

EXPENSES: 

Interest and commitment fees 2,554,269 3,616,729 

Advisory fees (Note B) 565,876 532,293 

Provision for possible investment losses 120,000 90,000 

Trustees’ compensation and expenses 65,334 59,994 

Unitholder notification, transfer agent and registrar fees 68,400 68,350 

Legal and audit 80,700 71,600 

Other 58,393 49,617 

TOTAL EXPENSES 3,512,972 4,488,583 

INCOME BEFORE INTEREST ON PARTICIPATING NOTE 4,314,592 3,865,504 
INTEREST ON PARTICIPATING NOTE (Note G) 1,979,309 1,811,361 
NET INCOME FOR THE YEAR $ 2,335,283 $ 2,054,143 
NET INCOME PER TRUST UNIT (Note L): 

Basic $.774 $.682 

Fully diluted $.708 $.625 
DISTRIBUTIONS DECLARED PER TRUST UNIT (Note M) $.746 $.677 


See accompanying notes to financial statements. 


Statement of Changes in Unitholders’ Equity 


Canadian Realty Investors 


Year ended December 31, 


1977 1976 
TRUST UNITS: 
Balance at beginning of year $27,054,675 $27,058,675 
Issuance of Trust Units for Subordinated Debentures 
exchanged (Note J) 36,000 1,000 
Balance at end of year 27,090,675 27,054,675 
RETAINED INCOME (ACCUMULATED DISTRIBUTIONS 
IN EXCESS OF NET INCOME) (Note N): 
Balance at beginning of year (42,059) (57,274) 
Net income for the year 2,335,283 2,054,143 
2,293,224 - 1,996,869 
Distributions declared 2,248,377 2,038,928 
Balance at end of year 44,847 (42,059) 
UNITHOEDERS“EQUITFY. $27,135,522 $27,012;616 


See accompanying notes to financial statements. 


Notes to Financial Statements 


Canadian Realty Investors: 
The Trust is an unincorporated investment trust created pur- 


suant to a Declaration of Trust made in Toronto, Ontario and 
dated January 31, 1973, as amended. 


December 31, 1977 


A. Summary of Significant Accounting Policies: 


1. Mortgage loans receivable and revenue recognition— 
The Trust invests in mortgages with the intention of hold- 
ing them to maturity and such investments are reflected at 
their unpaid principal balance. | 


Interest income on outstanding loans is recorded at inter- 
est rates in effect during the year. Additional interest 
received on certain loans is amortized on a straight-line 
basis over the related commitment and loan period. The 
Trust generally ceases to accrue interest on any loan 
whenever collection is in doubt or when interest pay- 
ments become 90 days past due, whichever occurs first. 


2. Allowance for possible investment losses—During 
1976 the Trust adopted a policy of appropriating a gen- 
eral reserve against possible losses from its investments. 
During 1977, the Trust revised this policy to treat the 
reserve as an allowance for possible investment losses. 
The accompanying 1976 financial statements have been 
restated to reflect this change, resulting in a reduction of 
$90,000 in previously reported net income for 1976. The 
intention of the Trust is to accumulate an allowance of up 
to 1%% of its investment portfolio, including accrued 
interest receivable, but excluding NHA loans and accrued 
interest thereon. The allowance is to be accumulated over 
a period which coincides with the average life of those 
Trust investments to which the allowance applies. Prior to 
1976 the Trust did not have a policy of providing allow- 
ances or reserves for possible investment losses. 


3. Financing costs—Expenses relating to the original 
issuance of $25,000,000 Convertible Participating Sub- 
ordinated Debentures 1973 Series of Canreit Investors 
Limited (the proceeds of which were used to purchase the 
1973 Participating Subordinated Note of the Trust) and 
the expenses relating to the issuance in 1973 of 
$30,000,000 of Trust Units, both aggregating 
$3,063,325, were charged directly to Unitholders’ Equity 
as a financing cost. 


4. Foreign exchange—United States bank loans and cash 
are converted into Canadian dollars at rates in effect at 
year-end and related bank interest at rates paid during the 
year. 


5. Income taxes—The policy of the Trust is to operate in 
such a manner as to qualify under the Income Tax Act as 
a ‘Unit Trust’. In any taxation year in which the Trust's 
assets, income and number of Unitholders qualify under 
this Act, and when its net taxable income has been dis- 
tributed to its Unitholders as a taxable distribution, the 
Trust is not subject to income tax. Accordingly, no provi- 
sion for income taxes has been made. 


B. Advisory contract: 

The Trust has entered into a non-assignable advisory con- 
tract with Canreit Advisory Corporation, formerly HCR 
Adviser Ltd., for the latter's services as adviser and manager 


of the Trust. The contract was to expire on January 31, 1978 
but has been renewed on the same terms and conditions for 
two years ending January 31, 1980, subject to Unitholder 
confirmation. For such services the adviser receives com- 


‘pensation at the monthly rate of 1/10 of 1% of the average 


monthly invested assets of the Trust during the preceding cal- 
endar month, plus 25% of the stand-by and gap commitment 
fees and fees actually received by the Trust for guaranteeing 
the indebtedness of others. Such compensation is subject to 
certain limitations based on other expenses incurred by the 
Trust, average net assets, net income and average invested 
assets of the Trust. 


As a result of a change during December 1977 in the inter- 
pretation of certain restrictions imposed by a regulatory 
authority in Canada having effective jurisdiction over the 
Trust, the adviser has undertaken to pay to the Trust amounts 
equal to net benefits received by its affiliates in the aggregate 
amount of approximately $107,000. On the basis of this 
undertaking, these benefits have been included in income of 
the Trust. 


C. Cash: 

At December 31, 1976 cash included a non-interest bearing 
deposit of $1,582,083 in a United States bank account as a 
compensating balance in connection with a line of credit 
granted to the Trust. The line of credit with the United States 
bank was discontinued by the Trust in 1977. 


D. Mortgage Loans Receivable and Loan 
Commitments outstanding: 
A summary of transactions is as follows: 
Year ended December 31, ($000 omitted) 


1977 1976 
Loans Unfunded Loans Unfunded 
receivable commitments receivable commitments 

Balance at beginning 

of year $76,833 $ 9,369 $86,737 $15,239 
New loans approved — 30,383 - 14,882 
Loans funded 8,417 (8,417) 8,763 (8,763) 
Cancellations and 

expirations - (9,827) - (11,989) 
Repayments of principal (885) _ (18,667) ~ 


Balance at end of year 84,365 21,508 76,833 9,369 


Less allowance for 
possible 
investment losses 210 — 90 _ 


$84,155 $21,508 $76,743 $ 9,369 


Mortgage loans receivable and unfunded loan commitments 
at December 31, 1977 are summarized below: 


Unfunded 
Loans receivable commitments 
Weighted Weighted Total 
average average _ loans and 
Nature of investment Amount yield Amount yield commitments 
($000 omitted) 


First Mortgage Loans: 
NHA Multi-family 


Residential $ 7,133 9.2% $ 6379 12.0% $ 13,512 
Conventional Multi- 

family Residential 1,017 99 = - 1,017 
Office Buildings 10,853 10.4 1,780 11.0 12,633 


Commercial and : 
Shopping Centres 30,170 10.0 12,649 10.8 42.819 


Industrial Buildings 19,897 99 ~ - 19,897 

Hotels and Motels 120959" 10:2 ~ - 12,695 

Land Development SOMES _ 881 
Junior Mortgage Loans: 

Land development AGH 12:3 - - 719 

Shopping Centres 1,000 11.3 700 113 1,700 


$84,365 10.0% $21,508 11.2% $105,873 


The unfunded portion of loan commitments of $21,508,000 is 
expected to be funded to the extent of $18,234,375 during 
1978. It has been the Trust’s experience that the timing of 
funding on commitments cannot always be predicted with 
certainty. 


As at December 31, 1977 the Trust had two loans aggregat- 
ing approximately $1,466,000 on which it had ceased accru- 
ing interest. Foreclosure proceedings had been commenced 
on one of these loans. 


Loans receivable mature in accordance with the loan agree- 
ments as follows: 


Year ended December 31, ($000 omitted) 
1982 and 


1978 1979 1980 1981 thereafter Total 
First Mortgage 
TermLoans $8865 $ 7,449 $16,873 $ 752 $48,707 $82,646 
Junior Mortgage 
Loans 719 — - — 1,000 1,719 
Total $ 9,584 $ 7,449 $16,873 $ 752 $49,707 $84,365 


Existing bank lines of credit are sufficient to cover present net 
funding requirements of the Trust. 


E. Bank Credit Arrangements: 


The Trust has lines of credit aggregating $55,000,000 avail- 
able from Canadian chartered banks at December 31,1977. 
These lines of credit consist of $35,000,000 of stand-by lines 
to support Short-Term Indebtedness and $20,000,000 of 
operating lines. The banks impose a number of covenants 
with which the Trust must comply and investment criteria 
which prescribe the types and amount of investments which 
the Trust may make. All of the lines of credit are maintained on 
an unsecured basis and all advances rank pari passu with all 
other senior indebtedness of the Trust. These lines of credit 
are subject to periodic renewal and borrowings under these 
lines are repayable on demand. 


The lines of credit require stand-by fees of approximately % of 
1% per annum. Interest on any such borrowings is computed 
at rates ranging from prime commercial rates to 1% above 
prime commercial rates. 


During the year ended December 31, 1977 the maximum 
amount borrowed was $7,775,000 and the average month- 
end bank loans outstanding amounted to approximately 
$5,800,000. After considering compensating balances and 
stand-by fees on the operating lines of credit, the average 
cost of bank borrowings for the year ended December 31, 
1977 was 11.91% and for the year ended December 31, 1976 
was 11.96%. 


F. Short-Term Indebtedness: 


Short-Term indebtedness represents amounts borrowed from 
Canreit Investors Limited equivalent to the proceeds resulting 
from the sale by that company of Senior Unsecured Short- 
Term Promissory Notes. 


G. 1973 Participating Subordinated Note: 


The 1973 Participating Subordinated Note due to Canreit 
Investors Limited, matures on December 31, 1992, is unse- 
cured and by its terms is declared subordinate in right of pay- 
ment to the prior payment in full of all senior indebtedness of 
the Trust and to the guarantee by the Trust of the Convertible 
Participating Subordinated Debentures 1973 Series of Can- 
reit Investors Limited. Interest on the Note is payable semi- 
annually at a rate which is 1/100 of 1% higher, on an annual 
basis, than the fixed and participating interest payable on the 
Subordinated Debentures. Interest payable on the Subordi- 
nated Debentures is at.a fixed rate of 542% per annum plus 


participating interest in respect of each calendar year suf- 
ficient to increase the return on the outstanding Subordinated 
Debentures to a rate equal to % of 1% greater than the rate of 
return (up to a maximum of 10% per annum) payable by way 
of distributions in respect of such calendar year to holders of 
outstanding Trust Units calculated on the basis of the Aver- . 
age Issue Price of such outstanding Trust Units. 


The Trust has the right to require Canreit Investors Limited to 
give the Trust credit against the Note from time to time in 
amounts equal to the principal amount of its Subordinated 
Debentures being surrendered for cancellation on exchange ~ 
for Trust Units. The Trust also has the right to prepay all or 
part of the Note as may be required for redemption or on open 
market purchase of Subordinated Debentures by Canreit 
Investors Limited, as may be directed by the Trust. 


H. Trust Units: 


The Trust has a single class of transferable, non-redeemable, _ 
Trust Units which may only be issued as fully paid. No more ~ 
than 12,000,000 Trust Units may be issued without a resolu- 
tion of the Trustees confirmed by the holders of the then out- 
standing Trust Units. Each Trust Unit represents a beneficial 
interest, ranking equally in all respects with each other out- 
standing Trust Unit, in distributions, when and as declared, 
including the proceeds of liquidation of the Trust property. 


At December 31, 1977 a total of 4,484,600 Trust Units were 
reserved for issue upon exercise of Warrants and upon 
exchange of Subordinated Debentures. (Notes | and J.) 


|. Trust Units Reserved for Warrants: - ; 


Holders of Warrants of the Trust were entitled until April 30, 
1976 to purchase one Trust Unit for each whole Warrant at a 
subscription price of $11.25 per Trust Unit and during the 
period May 1, 1976 to April 30, 1978 inclusive to purchase 
one Trust Unit for each whole Warrant at a subscription price 
of $12.50 per Trust Unit. 2,000,000. Trust Units are reserved 
for issue upon exercise of Warrants. 


J. Trust Units Reserved for Subordinated Debentures: 


The Subordinated Debentures of Canreit Investors Limited 
are exchangeable, at the option of the holders, up to the close 
of business of the subordinated debenture Trustee on 
November 30, 1992 or, if called for redemption, up to the 
close of business of the subordinated debenture Trustee on 
the day fixed for redemption, into fully paid Trust Units on the 
basis of 100 Trust Units for each $1,000 principal amount of 
Subordinated Debentures surrendered for exchange. At 
December 31, 1977, 2,484,600 Trust Units, were reserved for 
issue upon exchange of Subordinated Debentures. 


Subordinated Debentures in the amount of $36,000 were 
exchanged into 3,600 Trust Units during the year ended 
December 31, 1977. 


K. Guarantees: 


The Trust has agreed to unconditionally guarantee payment 
of principal and interest on certain indebtedness of Canreit 
Investors Limited. Canreit’s indebtedness consisted of Sub- 
ordinated Debentures aggregating $24,846,000 and Senior 
Short-Term Promissory Notes aggregating $31,986,000 at 
December 31, 1977. These guarantees are not secured. 


L. Net Income per Trust Unit: 


Net income per Trust Unit is based on the weighted average 
number. of Trust Units outstanding. The weighted average 
number of Units outstanding during the year ended Decem- 
ber 31, 1977 was 3,015,050 and during the year ended 
December 31, 1976 was 3,011,725. 


The fully diluted computations are made as follows: 


1. assuming all the Subordinated Debentures of Canreit 
Investors Limited were exchanged for Trust Units at the 
beginning of each year and the related interest expense 
was eliminated; 


2. assuming the Warrants for the purchase of 2,000,000 
Trust Units at $11.25 per Trust Unit to April 30, 1976 and 
$12.50 thereafter were exercised at the beginning of 
each year and the funds derived therefrom were invested 
to provide an annual return to the Trust of 8.14% in 1977 
and 10.16% in 1976; and 


3. based on both of the foregoing assumptions. 


The amount per Unit which is most dilutive is disclosed. At 
December 31, 1977 and December 31, 1976 this amount was 
based on the exchange of Subordinated Debentures for Trust 
Units. 


M. Distributions Declared: 

The Trust declared distributions aggregating $.746 per Trust 
Unit for the year ended December 31, 1977 of which $.55 was 
paid during the year and the balance was declared payable in 
1977 for payment in 1978. Distributions aggregating $.677 
per Trust Unit were declared for 1976 of which $.51 was paid 
during the year and the balance was paid in 1977. 


N. Retained Income (Accumulated Distributions in | 
Excess of Net Income): 

As a result of differences between income tax and financial 

statement accounting, distributions payable to Unitholders do 

not necessarily equal net income for the year. As indicated in 

Note A5, distributions have been declared in an amount 

equivalent to the Trust’s taxable income for the year ended 


Auditors’ Report 


The Unitholders, 
Canadian Realty Investors. 


We have examined the balance sheet of Canadian Realty 
Investors (formerly Heitman Canadian Realty Investors) as at 
December 31, 1977 and the statements of changes in unithol- 
ders’ equity, income and changes in financial position for the 
year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered 
necessary in the circumstances. 


In our opinion, these financial statements present fairly the 
financial position of the Trust as at December 31, 1977 and 
the results of its operations and the changes in its financial 
position for the year then ended in accordance with generally 
accepted accounting principles applied, after giving retro- 
active effect to the change in the method of providing for pos- 
sible investment losses as referred to in Note A2 to the 
financial statements, on a basis consistent with that of the 


preceding year. 


Chartered Accountants. 


Toronto, Ontario, 


January 18, 1978. 
Except for Note Q as to which the date is March 15, 1978. 


December 31, 1977, which was $86,906 less than the 
reported net income. 


/O. Change of Name: 
“ By an amendment to the Declaration of Trust dated June 15, 


1977, the Trust changed its name from Heitman Canadian 
Realty Investors to Canadian Realty Investors. 


P. Litigation: 

In December 1977, a complaint was filed in the Circuit Court 
of Cook County, State of Illinois, against the Trust and each of 
its Trustees, as Trustees, as well as against Heitman Mort- 
gage Investors, a United States real estate investment trust, 
and its Trustees, as Trustees, alleging damages stated to be 
in excess of $1,000,000 as a result of the failure of the Trust 
and Heitman Mortgage Investors to fund a stand-by loan com- 
mitment which the two Trusts had jointly issued. 


In the opinion of the Trust, based upon consultations with its 
legal counsel, this matter of litigation will have no material 
adverse effect on the Trust’s financial statements as of 
December 31, 1977. 


Q. Subsequent Events: 


By special resolution passed March 15, 1978, the holders of 
Convertible Participating Subordinated Debentures 1973 
Series of Canreit Investors Limited amended the terms of the 
Subordinated Debentures to change the interest rate to a 
fixed 8% per annum and to shorten the maturity to December 
31, 1984. Accordingly, the Trust has amended the terms of 
the 1973 Participating Subordinated Note due Canreit 
Investors Limited to change the interest rate to a fixed 8.01% 
per annum and to shorten the maturity to December 31,1984. 
The Subordinated Note retains all its other attributes except 
that it no longer participates in interest and the conversion 
privilege terminates at maturity of the Subordinated Note on 
December 31, 1984. : 


General Counsel 
Stikeman, Elliott, 
Robarts & Bowman 
Toronto, Ontario 


Real Estate Counsel 
Fasken & Calvin 
Toronto, Ontario 


Auditors 
Touche Ross & Co. 
Toronto, Ontario 


Transfer Agent 
Canada Permanent Trust Company 
Toronto, Ontario 


Guaranteed Debenture 
indenture Trustee 

The Canada Trust Company 
Toronto, Ontario 


Warrant 

Indenture Trustee 

Canada Permanent Trust Company 
Toronto, Ontario 


Trustees and Officers 


(as at April 5, 1978) 


William L. Atkinson* 
Chairman & Chief Executive 
Officer 

Towers Department Stores 
Limited 

Toronto, Ontario 

Pierre Coté 

Chairman, Laiterie Laval Ltée 
Quebec City, Quebec 

J. lan Crookston 

Deputy Chairman 

Nesbitt, Thomson and Company, 
Limited 

Toronto, Ontario 

Howard M. Cunningham* 
Assistant Treasurer 

Canada Packers Limited 
Islington, Ontario 

Graham R. Dawson 
Chairman, Daon Development 
Corp. 

President, Dawson Construction 
Ltd. 

Vancouver, British Columbia 


Edward A. Galvin 
Vice-Chairman 

Norcen Energy Resources 
Limited 

Calgary, Alberta 

David Kinnear* 

Vice President and Director 
A. E. LePage Limited 
Toronto, Ontario 


Harry L. Knutson* 
President, Canreit Advisory 
Corporation 

President, Canreit Investors 
Limited 

Toronto, Ontario 

T. Stewart Ripley* 
President and Chief Executive 
Officer 

The Metropolitan Trust Company 
Toronto, Ontario 

John P. Robarts* 

Partner, Stikeman, Elliott, 
Robarts & Bowman 

Toronto, Ontario 

J. Herbert Smith, D.Sc. 
Consulting Engineer 

Toronto, Ontario 

G. J. van den Berg* 
Company Director 
Beaconsfield, Quebec 

Lloyd B. Will 

Vice President and 

Chief Financial Officer 

The Metropolitan Trust Company 
Toronto, Ontario 

*Member of Investment Committee 


Officers 


T. Stewart Ripley, Chairman 
Harry L. Knutson, President 

R. B. Bastedo, Vice President 

D. M. Drew, Vice President 

R. L. Hamilton, Vice President 
John P. Robarts, Secretary 
Lloyd B. Will, Treasurer 

T. C. H. Baldwin, Asst. Secretary 


CANREIT ADVISORY CORPORATION 
AND 
CANREIT INVESTORS LIMITED 


Officers 


T. Stewart Ripley 
Chairman 


Rudolf V. Frastacky 
Executive Deputy Chairman 


Harry L. Knutson 
President 


Brendan R. Caldert 
Executive Vice President 


Douglas M. Drew 
Executive Vice President, 
Operations 


Robin B. Bastedo;+ 
Vice President, 
Mortgage Underwriting 


Robert L. Hamilton 
Vice President, Finance 


May Weir 
Secretary 


Lloyd B. Will 
Treasurer 


+ not officers of Canreit Investors Limited. 
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